This paper aims to study the impact of merger & acquisition activity on post merger financial performance (absolute & relative) of companies engaged in the non-financial sector of Pakistan. There are total 16 companies selected which were engaged in the merger & acquisition during the period
Introduction:
The merger & acquisition (M & A) activity is frequently adopted by the organization around the globe to achieve growth. The rationale behind this activity is the achievement of organization strategic objectives. Sometime it is also referred to as pooling of interest by two business entities which results in common ownership of the combined business. Alternatively company may adopt organic growth strategy to achieve its strategic objectives but it is rather more time consuming in the competitive environment. So the choice regarding the achievement of growth through acquisition or organic growth depends upon the economic environment and other factors which need to be carefully considered by the management during the selection phase. Each of the choice has its own merits and demerits in a specific situation. The merger & acquisition activity in Pakistan has become intensified after 2000 as a result of free trade policies promoted by the world trade organization (WTO). Beside this, the geographical agreements in area of Asian countries had also contributed towards the increase of volume of foreign direct investment and foreign portfolio investment. As a result of this, competition had become intensified which forced the national companies to consolidate their operations to achieve efficiency and maintain their market share in the presence of international competitor. The deregulation and relaxation by the regulatory authorities particularly in the service sector has motivated the companies to merge and gain competitive advantage. In addition to this, minimum capital requirement declared by the State Bank and taxation issues has forced the banks to merge. Thus the wave of merger & acquisition in the Asian sector had gone to rise in the late 2000. Thus the merger & acquisition activity is undertaken in the non-financial sector of Pakistan to achieve strategic objectives. The merger taken place in the textile sector are undertaken to achieve economies of scale, reduce central administration costs and managing taxation issues. The mergers in the pharmaceutical industry are taken place to reduce competition, research & development costs. Likewise the merger in the cement sectors are also undertaken to achieve strategic objectives. Hence it can be argued that merger & acquisition activity will provide opportunity to the merged business to achieve economies of scale in operations (Ravenscraft & Scherer, 1987) . So considering this, an attempt is made in this paper to find whether the post merger financial performance of all companies engaged in the non-financial sector was improved following the merger event. For this purpose, all those financial companies (including cement companies, textile & pharmaceutical companies) were selected which were involved in the merger & acquisition transaction during the period from 2000-2009.
Literature review:
The competition among the small and large companies has become intensified as a result of globalization of businesses around the globe. The merger and acquisition is one of the most important activities in the current business world which is frequently adopted by organizations for achieving objectives such as competing in the market, growth and sustain their business. The way these objectives would be realized through merger and acquisitions will depend upon factors such as type of merger, situation under which merger take place and other situation specific factors. Most of the time, mergers and acquisitions are used synonymously but there are certain points of differences which help to determine whether a particular activity is merger or acquisition. Merger is defined as an activity in which two or more corporations are combined to form a completely new entity through losing their separate legal entities for achieving common objectives. The owners of combined corporations will become the joint owners of the new entity (Sudarsanam, 2003) . The term consolidation is also used to refer the situation of merger (Gaughan, 2010) . While on the other hand, in case of acquisition, one entity purchases the controlling ownership stake in another enterprise while retaining their separate legal entities. In such case, acquiring entity will be known as parent company and investee as subsidiary company (Chen & Findlay, 2003) . All the strategic decisions of the investee company are to be made by the acquiring company. If the acquiring company does not purchases all the shares of the investee company, then those minority shareholders are known as technically noncontrolling interest. But if all the assets of the investee company are purchased, then there will be no issue of minority interest (Jaffe & Randolph Westerfield, 2004) . In merger & acquisition scenario, both are often used interchangeably. As mentioned above that there are clear points of legal differences between merger & acquisition. However despite these differences, the two words are used in the same sense. On international level, the merger & acquisition activity is concerned with the buying & selling of the company. The term includes all types of classical mergers & acquisition, management buyouts, management buy-ins, minority equity purchases, spin offs and joint ventures. From strategic point of view, strategic alliance may also be considered as an alternative to acquisitions.
Types of merger & acquisition:
The objectives of the merger depend on its types i.e. horizontal, vertical or conglomerate. Each of these types has a different scenario. Horizontal combinations are meant for the combination of two or more different business units, doing similar business under one management also known as parallel combination (irshad, 2005) . This type of combination results in elimination of competition, helps in regulate the market and price of the product (Green, 1990) . However Lipczynski and Wilson (2004) claim that horizontal merger also results in achieving efficiency and economies of scale. For example in UK, the takeover of RHM by Premier food will make the Premier food largest food producer and thus will result in reduction of competition. The merger of Glaxo with Welcome and Lloyds TSB and HBOS in UK is also an example of horizontal combination. Since this type of merger results in the elimination of competition and provide opportunity to the companies to create monopoly, so there are strict laws and rules being enforced by government of every country to promote fair competition in the market and thus avoiding monopoly. For example, in the UK, the acquisition of quoted companies is circumscribed by the City Code on Takeovers and Mergers. The Office of Fair Trading (OFT) will review the monopoly aspect of acquisition and refer the matter to the competition commission , Vol. 4, No. 11 ISSN: 2222 261 www.hrmars.com under the fair trading act if the OFT thinks that this acquisition is against the public policy. As a rule of thumb, only that acquisition will be investigated by competition commission if it results in the combined entity acquiring 25% or more of market share. Likewise, in Pakistan Office of Fair Trading is also established under the supervision of competition commission of Pakistan which regulated the merger & acquisition in Pakistan. Vertical merger takes place when various departments of large industrial units combine together under single management. Under this arrangement, the constituent units link up all the stages of production from purchasing of raw material to its finishing (irshad, 2005) . This type of merger provides the benefits regarding secure supply of raw material, reduction in inventory costs and waste (Babu, 2005) . Beside this vertical merger also results in elimination of distributor's cost because both are part of the same entity. In Pakistan, Merger of M/s. Anwar Cotton Mills (Private) Limited and M/s. Aslam Industries Limited with and into M/s. ACRO Textile Mills Limited is an example of vertical integration. In case of conglomerate combination, those corporations are combined which are unrelated in terms of both value chain process and nature of business. One claim often put forward for this type of combination is the diversification of business risk by having a portfolio of unrelated businesses (Coyle, 2000) . The true value created by conglomerate combination for shareholders is questionable as portfolio theory also claims that shareholders are wise enough that they can develop diversified portfolio. Research by Morck, Shleifer, and Vishny (2012) concludes that this type of combination does not lead to positive relation with shareholder wealth rather with management's objectives. However Gorton and Rosen (1997) show that conglomerate merger may be advantageous during the period of industry consolidation. They claim that even without the cost efficiency, wealth can be maximized through increasing diversification. As far as the mergers of banks are concerned, they are undertaken for diversification purposes. Again there is no evidence of this incremental diversification and shareholder wealth (Demsetz & Strahan, 1997) ; Gorton and Rosen (1997) . The reason cited for this failure is the unforeseen costs associated with the merger. On the basis of relationship with the target company, merger and acquisition transactions can be classified as hostile or friendly takeover. A takeover is defined as hostile if the target company's management does not agree to bidder's company offer because of low bid's price or when target company management does not want to lose the job. In such case, the bidder's company makes direct contact with the target's company shareholders. On the other hand, if there is consensus between target company and bidder company's management regarding the bid price, it is claimed that friendly takeover take place (Chen & Findlay, 2003) . In addition to this, merger & acquisition can also be classified as domestic or cross border on the basis of area. Cross border merger refers to the situation in which both target and bidding firms belong to the different countries or economies while in case of domestic merger, both firms originate from one country. The academic literature on merger & acquisition supports the view that mostly this activity is undertaken with a view to achieve synergy either through revenue synergy or cost synergy (Weston, Mitchell, & Mulherin, 2004) . The research on merger & acquisition performance found three reasons related to the success or failure of merger & acquisition. A successful merger & acquisition must have well conceived strategy behind the selection of target's company, well defined strategy of integrating the target & bidding company and considering the drawbacks of paying too high premium (Jarillo, 2003) . The frequency, volume and size of
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November , Vol. 4, No. 11 ISSN: 2222 262 www.hrmars.com merger & acquisition have increased to a great extent in the last decade which has become the area of study for many groups of researchers. These groups of researcher have studied the subject of merger from a different perspective. A study by Rhoades (1993) was conducted to analyze the impact of merger & acquisition on efficiency and profitability in banking industry. The total 33 domestic and cross border bank to bank mergers were considered for the study. The outcome of the study was that domestic mergers result in achieving cost efficiency but little improvement in profitability. However the study implies that cross border relation does not result in efficiency but little improvement in profitability. Yeh and Hoshino (2000) conducted study in Taiwan with an attempt to investigate the impact of merger on shareholder's wealth and firm performance of merged firms. The accounting based and stock return data was used to measure the impact of merger. The sample consists of 20 firms which were merged during the period of 1987-1992. The industry adjusted return on equity and return on assets were found to be decreased as compared to the premerger period. Tse and Soufani (2001) also conducted study to analyze the impact of economic conditions on achieving desired targets of merger & acquisition. The sample of 124 merger & acquisition transactions was selected covering the period 1990 to 1996. The period of 1990-1993 was considered as low merger activity era which is a tough period while period of 1994-1996 was considered as high merger activity era. The sample of 124 transactions was divided into two categories 59 transactions having been related to high merger activity era and 65 transactions being related to low merger activity era. The event study methodology was used to calculate cumulative abnormal return for both eras. The study proved that economic conditions have an impact on the outcome of merger & acquisition e.g. merger transactions in high merger activity era produced positive returns while negative returns were produced in low merger activity era. In Australian environment, Sharma and Ho (2002) analyzed the impact of merger & acquisition on operating performance of companies. The period covered by the study was from 1986-1991 and considered 36 acquisitions during this period. However the study failed to conclude that merger & acquisition improve operating performance of combined firms in Australian market. Hyde (2002) also conducted similar study in Australian petroleum industry to consider the impact of merger & acquisition on the efficiency improvement and market power enhancement. However Hyde concluded that no merger results in enhancement of efficiency and market power. In Malaysian economy, Sufian (2004) investigated the impact of merger in banking industry. The efficiency effects of merger were considered for the postmerger period. The study concluded that overall efficiency was improved in all banks subject to merger except some large banks which faced certain inefficiencies of large scale. In Egypt, study was conducted to analyze the performance of merged banks following the success of banking reforms in strengthening and consolidating this sector. Their conclusion of the study was that bank merger help to improve the significantly the profitability and minor improvement in credit risk position (Badreldin & Kalhoefer, 2009 ). The effect of merger on performance was investigated by Mishra and Chandra (2010) during the period from [1964] [1965] [1966] [1967] [1968] [1969] [1970] [1971] [1972] [1973] [1974] [1975] considering the Japanese manufacturing industry merger. The author concluded that merger activity helped in the improvement of performance in manufacturing industry (Ikeda & Doi, 1983) . As far as the Indian economy is concerned, a number of studies are conducted to analyze the impact of horizontal and conglomerate merger on financial and operating performance of companies. Kumar and Bansal (2008) conducted study to explore the impact of merger on
November , Vol. 4, No. 11 ISSN: 2222 263 www.hrmars.com company's performance. The different ratios were used to measure the performance of company. The study concluded that merger result in the maximization of shareholder's wealth through achieving synergy by reduction in cost, competition, diversification etc. whereas, Kumar and Bansal (2008) also conducted study to analyze the impact of conglomerate merger & acquisition on operating performance of companies using financial ratios. All the mergers from 1991-2003 were considered for this study. The outcome of the study was that conglomerate mergers fail to improve operating performance. Mishra and Chandra (2010) tried to find the answer regarding whether merger in Indian pharmaceutical industry resulted in improvement of firm's performance. The results were that mergers failed to improve the firm's performance following merger. As far as the Canadian economy is concerned, Andre, Kooli, and L'her (2004) attempted to analyze the long run performance of mergers in Canada and determinants of post-acquisition abnormal performance. The study's sample consists of 267 mergers covering the period from 1980-2000. The factors such as method of payment, book to market value of bidder, cross border deals were investigated to determine their impact on the success or failure of merger. The outcome of the study was that Canadian's bidder significantly underperform following post acquisition period. As far as the factors of merger success or failure are concerned, study found that method of payment has a significant impact e.g. in case, the price is settled through cash, the firms perform significantly better as compared to stock financed mergers (Andre et al., 2004) . In terms of cross border merger, the companies underperform as compared to domestic mergers. However the drawback of the study was that post merger performance was not compared with the benchmark. So the negative abnormal return could be due to the industry conditions. (Yook) conducted similar study in 2004 after covering the drawback present in the study of Andre et al regarding the calculation of post merger performance as compared to benchmark. Economic value added (EVA) was calculated to measure the pre and post merger performance relative to the industry average. The period covered by the study was from 1989 to 1994 considering 75 largest acquisitions in the United States. The finding of the study was that performance was deteriorated following the merger & acquisition. However the study failed to find any relationship between industries adjusted economic value added (EVA) and types of acquisition, method of payment and business similarity. The drawback of the study was that calculation of economic value added (EVA) is a difficult process and has a dispute regarding its calculation. Raghavendra Rau and Vermaelen (1998) conducted comparative study regarding the success or failure of merger and tender offer by taking into account the effect of firm size, low book to market value and payment method. The sample covered by the study consists of 3169 mergers and 348 tender offers. The outcome of the study was that after adjusting for firm's size and book to market ratio, the bidding company's performance was deteriorated in merger while significantly improved in case of tender offer. The possible reasons for underperformance were the extrapolation of past performance of the target's firm and hence approve the acquisition. However the study failed to interpret the effect of method of payment as long run return are negatively related with share financed acquisitions and positive with cash financed acquisitions. In Pakistan, Kouser and Saba (2011) attempted to find the effect of merger on profitability of commercial banks which faced merger during the period from 1999-2010. The accounting ratios were used to measure the performance of merged banks. The three years pre and post merger
November , Vol. 4, No. 11 ISSN: 2222 264 www.hrmars.com ratios were used and paired sample t-test method was used. The study found that the operating financial performance of all merged banks has declined later. Another study by Usman, Khan, Wajid, and Malik () was conducted to analyzed the financial performance of textile firms merged during the period from 2001 to 2005. The paired sample t-test was used to measure the performance of merged firms. The finding of the study was that performance was insignificantly improved following the merger event. While Kemal (2011) conducted study to analyze whether the financial performance of merged banks was improved following merger using case study. The bank which was the subject of the study include Royal bank of Scotland (RBS). Four years accounting ratios were used to measure the performance of merged banks covering the period from 2006-2009. The author found that merger fails to improve the performance of banks. As far as event study methodology is concerned, Mahmood, Aamir, Hussain, and Sohail (2012) attempted to find whether the performance was improved using change in share price following the announcement of merger. The sample covered the eight companies which faced the merger during the period from 2000-2002. The outcome of the study was that five companies have faced positive change in share price following merger announcement and two being negative. While one company is not affected by merger announcement as no change in share price has taken place.
Theoretical framework & Hypothesis development:
The above literature on merger & acquisition supports the view that market for corporate takeover is undertaken to achieve a number of objectives including to achieve operational efficiency or financial improvement through synergy either in the form of revenue, cost or financial synergy or through disciplining target's company management. The most frequently cited objective for merger & acquisition is to achieve synergy through combination of the operation of both target and acquiring company. The methods through which achievement of objective can be checked out may include use of event studies or financial ratios. As supported by the literature review, a number of studies are conducted in different countries to analyze the post effect of merger & acquisition on financial performance of target and acquiring companies. The results are mixed one. With respect to non-financial sector in Pakistan, only one study is conducted to analyze the effect of merger & acquisition on post merger performance of textile firms which were selected on purposive basis. Considering this limitation, in this research paper, all the non-financial sector companies are selected which were involved in the merger & acquisition during the period covering 2000-2009. So this analysis will diagnose the effects of merger & acquisition on manufacturing sector of Pakistan and also help to make comparison of post merger performance of different sectors. These include cement companies, textile & pharmaceutical companies. Three financial ratios were selected to measure the post merger performance of financial sector companies e.g. return on equity (ROE), return on assets (ROA) and earnings per share (EPS). Based on the above discussion, the following hypothesis was developed:
H1: Merger & acquisition in non-financial sector has significantly improved the return on equity of acquiring firms.
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Research Design & Methodology:
This study uses the quantitative research design as post merger performance of acquiring companies is measured with the help of three financial ratios (return on equity, return on assets and earnings per share). This section considers the description about variables used in the study, sample used, data collection method used and analysis tools used.
Variables of the study:
In this study, three variables are used to measure the relative post merger performance of acquiring companies e.g. return on equity (ROE), return on assets (ROA) and earnings per share (EPS). The return on equity measures the return which is available to the ordinary shareholders after paying dividend to the preference shareholders. The return on assets measures the efficiency with which the acquiring companies utilize its assets to generate profits. While earnings per share measure the earnings which the acquiring company generates per share for its ordinary shareholders. While for measuring absolute performance, synergy realization variable is chosen which is measured by a combination of questions related to this constructs.
Sample of the study:
The sampling method used in this study is purposive as it will fulfill our objective. As our objective is to analyze the impact of merger & acquisition on post merger performance in nonfinancial sector of Pakistan economy thus non-financial sector companies engaged in the , Vol. 4, No. 11 ISSN: 2222 266 www.hrmars.com merger & acquisition during the period covering 2000-2009 were selected. There are total of 16 acquisitions selected as sample in this study. The details regarding these acquisitions are given in the tables below.
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Data collection methods:
The secondary and primary sources both are used in this study as a method for data collection. The sources used for collecting data on financial ratios is the use of annual reports of acquiring companies, Karachi stock exchange (KSE) websites, websites of acquiring companies and financial statement analysis issued by the state bank of Pakistan (SBP). Beside this for measuring the absolute performance of acquiring companies, we design eight questions on synergy realization using five point likert scales. This will measure the extent to which the acquiring company benefited from the merger & acquisition in absolute sense. The questionnaire on measurement of synergy realization is given in the appendices section.
Data analysis tool used:
This research study is meant for analyzing the relative & absolute post merger performance of acquiring companies using three financial ratios. So as a first step, descriptive statistics is used to analyze the trend in all these three financial ratios with the help of diagram. In addition to this descriptive statistics is used to show the absolute performance of the acquiring companies as a result of merger & acquisition. As a second tool, paired sample t-test is used to determine whether the selected financial performance indicators are significantly improved following merger & acquisition. So considering the above statements, following analysis will be performed:
 Descriptive statistics for relative performance of before and after merger.  Descriptive statistics for absolute performance following merger & acquisition.  Paired sample t-test to determine whether relative performance significantly improved following merger & acquisition.
Research conclusions & findings:
For descriptive statistics of return on equity, return on assets & earnings per share, there is significant decrease as compared to the pre merger period. In the second step, absolute performance of acquiring companies is measured using eight questions which is measured using five point likert scale. The representative of each acquiring company is selected to get their response on this absolute performance. The short type questionnaire for measurement of absolute performance is given in the appendices. Test of reliability is performed to ensure that whether the constructs accurately measure what it is supposed to measure. The cronbach's alpha is used to measure the reliability of synergy realization construct and the value of 0.710 shows sufficient reliability. Convergent validity is concerned with the degree to which the measures of constructs that theoretically should be related in fact correspond. The purpose can be fulfilled by means of correlation measures (Bollen, 1989) . It is a construct which is related with testing the relationship between two measures within the same constructs. A high degree of convergent validity means that two measures of the same construct are highly related. The
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November , Vol. 4, No. 11 ISSN: 2222 267 www.hrmars.com result of the covergent validity shows that all the dimensions of synergy realization are highly correlated. The table on absolute performance shows that each company in the non-financial sector has not performed well and realized their stated objective in terms of synergy realization. As out of total of 50 points, on average all the companies have not achieved more than 75% points. Similarly on average mean points related to synergy realization are 31, so this also interprets the same results as stated above. So on the basis of these results, it can be inferred that absolute performance following merger has not been significantly improved. The relative performance is analyzed with the help of paired sample t-test. The results of paired sample t test are analyzed into non-financial sector, cement sector and textile sector. The above table of paired sample statistics shows that there are total 16 bidding companies under the financial sector. Beside this mean pre merger and post merger financial ratios are shown in the table of paired sample statistics. Likewise the paired sample correlation table shows the value of correlation which may be used while calculating paired sample results manually. The table of paired sample tests shows that all the financial ratios (return on equity, return on assets and earnings per share) in respect of non financial sector have been deteriorated significantly following merger except earnings per share where p-value is 42.5% i.e. greater than alpha. However in case of return on equity and return on assets, p-values are 1.9% and 2.9% respectively. The results of paired sample t test in respect of cement sector match with the results of textile sector. Likewise the textile sector, financial performance in respect of all the financial ratios (return on equity, return on assets and earnings per share) has been deteriorated but the effect of deterioration is insignificant one. These results indicate that nonfinancial sectors companies have not performed well but at an insignificant level. In respect of pharmaceutical merger & acquisition, the return on equity has been significantly improved following merger while return on assets improved at insignificant level. However in respect of earnings per share, there is deterioration at an insignificant level. This implies that there are some factors which are not carefully considered by the non-financial sector companies following the merger. There may be poor execution of the merger process by the acquiring companies, human element poorly managed resulting in higher turnover of the employees, lack of acquisition experience.
Conclusions & Recommendations:
The basic purpose of this study was to determine whether the post merger performance (absolute & relative) has been improved as a result of merger event. All the acquiring companies have the basic object that post merger performance will be improved following merger transaction. Previous studies have taken into account only relative post merger performance only for determining whether the merger decision has improved the financial performance of the acquiring company. Relative post merger performance is determined by taking the difference of post merger performance from pre merger performance. The relative post merger performance method may be influenced from external factors which are not subject to acquiring company control. Considering this limitation in the previous study, this study aims to measure the post merger performance from two perspectives i.e. absolute performance & relative performance. Absolute performance is measured by considering the synergy realization and relative performance by using the accounting ratios. Synergy realization , Vol. 4, No. 11 ISSN: 2222 268 www.hrmars.com takes into account the absolute savings resulting from the merger while relative performance measures the overall change in financial performance as a result of merger. The results of this study are that absolute & relative financial performance has been deteriorated following the merger event. The results of this study match with the results of study by Yeh and Hoshino (2000) in Taiwan which also concluded that return on equity & return on assets were decreased as compared to pre merger period. Likewise, these results also match with the study undertaken under Australian environment by Sharma and Ho (2002) . Hyde (2002) also conducted similar study in Australian petroleum industry to consider the impact of merger & acquisition on the efficiency improvement and market power enhancement and similar findings were made. In Canadian environment, Andre, Kooli, and L'her (2004) attempted to analyze the long run performance of mergers in Canada and also concluded that post merger performance of Canadian bidders was significantly deteriorated following the acquisition period. In Indian environment, Mishra and Chandra (2010) tried to find the answer regarding whether merger in Indian pharmaceutical industry resulted in improvement of firm's performance. The results were similar that mergers failed to improve the firm's performance following merger. These finding implies that objectives set at the time of merger & acquisition are not realized by the financial sector companies of Pakistan. So there is need by the nonfinancial sector companies to consider these results to understand what are the factors which are overlooked by them either at the time of merger or following the merger event. This element sets the directions for future research which can be undertaken to determine the most significant factors which are crucial for merger & acquisition success. Beside this, on the basis of this study, comparative analysis of post merger performance (absolute & relative) of financial & non-financial sector can be made.
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Limitations of the research:
The limitation of this study is that it takes into account only the non-financial sector companies which include textile, pharmaceutical & cement sector companies. It also does not identify the main factors which set the direction for merger & acquisition success or failure. , Vol. 4, No. 11 ISSN: 2222 Where A1 refers to return on equity, A2 means return on assets, A3 earnings per share and A4 refers to absolute performance using synergy realization. Before means ratios before merger and after means ratios after merger. , Vol. 4, No. 11 ISSN: 2222 271 www.hrmars.com , Vol. 4, No. 11 ISSN: 2222 272 www.hrmars.com *Significant at 1%. **Significant at 5%. ***Significant at 10%. , Vol. 4, No. 11 ISSN: 2222 276 www.hrmars.com 
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